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I. INTRODUCTION

I his proceeding before the Public Service Commission of South Carolina

("Commission" ) arises under the authority of Commission Order No. 88-294 (April 6,

1988) t& conduct an annual review of the Purchased Gas Adjustments and Gas

Purchasiiig Policies ("PGA") of Piedmont Natural Gas Company, Inc. ("PNG" or

'Compariy"). The review period in the current proceeding extends from April 1, 2006,

through March 31, 2007. Notice of this matter was published by PNG in several

newspapers throughout the State prior to the hearing, but no parties intervened. In

conformity with Order No. 88-294, a public hearing was held for the PGA review on

November 29, 2007. At the opening of the hearing, the Office of Regulatory Staff

("ORS') and PNG moved a settlement agreement along with all the prefiled testimony

and exhil. its into evidence. Although accounting problems at PNG prevented ORS from

cotnpleting an audit of gas purchasing practices at the time of the hearing, these problems

pursuant o S.C. Code Ann. ) 58-4-10 (Supp. 2007), the ORS is automatically considered a party of
record in pr, iceedings before the Commission.
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v ere subsequently resolved, and ORS submitted its final report to the Commission on

Eebruar, 14, 2008.

II. JURISDICTION

4.C. Code Ann. ( 58-3-140 (A) (Supp. 2007) vests the Commission with the

"pov er ..ind jurisdiction to supervise and regulate the rates and service of every public

utility iri this State. .." In carrying out these duties in relation to the oversight of the

Company's PGA and subsequent Settlement Agreement with ORS, the Commission's

published "Settlement Policies and Procedures" (Revisecl 6/13/2006) are applicable to

guide thi» proceeding. Specifically, Section II of the Settlement Policies and Procedures,

titled 'Consideration of Settlements, "' states:

9 hen a settlement is presented to the Commission, the Commission will
prescribe procedures appropriate to the nature of the settlement for the
Commission's consideration of the settlement. . . [W]hen the settlement
presents issues of significant implication for other utilities, customers, or
the public interest, the Commission will convene an evidentiary hearing to
consider the reasonableness of the settlement and whether acceptance of
the settlement is just, fair, and reasonable, in the public interest, or
otherwise in accordance with law or regulatory policy, Approval of such
settlements shall be based upon substantial evidence in the record.

We find this case presents issues of significant implication for the utility and the public

interest. Xs a result, this Commission determined that an evidentiary hearing was

necessary in order for the parties to substantiate their Settlement Agreement.

III. DISCUSSION OF TESTIMONY AND SETTLEMENT AGREEMENT

Ai the hearing, the Commission accepted into the record the pre-filed direct

testimony of PNG witness David R. Carpenter and the pre-filed direct testimony and

exhibits ot PNG witnesses Keith P. Maust and Robert L. Thornton along with the rebuttal
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testimon'. of David R. Carpenter, as well as the pre-filed direct testimony of ORS witness

( arey M Flynt and the direct pre-filed testimony and exhibits of ORS witness Daniel F.

Sullivan together with the settlement testimony of Carey M. Flynt. Maust's exhibits were

admitted into evidence as composite Hearing Exhibit No. 1. Thornton's exhibits were

admitted into evidence as composite Hearing Exhibit No. 2. Sullivan's exhibits were

admitted into evidence as composite Hearing Exhibit No. 3, and Flynt's exhibits were

admitted into evidence as composite Hearing Exhibit No.4.

VNG witness Carpenter testified to the issues and challenges faced by PNG over

the last several years with respect to its gas cost accounting and the measures taken to

address those issues and challenges. PNG has worked in conjunction with ORS to ensure

tliat an a~ curate statement of PNG's Review Period costs and deferred account balances

are provided. PNG has also implemented detailed plans for a complete redesign and

restructuring of its gas cost accounting systems and processes.

VNG witness Maust testified that PNG purchases gas supplies under a diverse

portfolio if contractual arrangements and pays negotiated reservation fees for the right to

reserve and call on firm supply service up to a maximum daily contract quantity. In

addition, PNG has various pricing options available when developing its gas supply

portfolio including fixed pricing, monthly market indexing, and daily spot pricing. Fixed

pricing s enarios are addressed in PNG's hedging plan already approved by the

Commission.

Diiring the Review Period, PNG's South Carolina customers incurred a net

economic cost, as detailed in the ORS report of February 14, 2008, as a result of PNG's
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hedging plan and there were no deviations from the hedging plan during the Review

Period. Maust testified that PNG utilized the flexibility within its supply and capacity

contracts to purchase and dispatch gas, release capacity, and initiate secondary market

sales in a manner which resulted in South Carolina capacity release and secondary market

sales credits of $5,720,250. Furthermore, PNG's "best cost" purchasing policy has been

reviev ed by the Commission and has been found prudent on all occasions.

VNG witness Thornton testified that PNG maintains Deferred Account No. 253.04

in which it tracks the over/under collection during the review period. In addition,

Thornton testified that PNG maintains a Hedging Deferred Account in which it records

the results of its hedging activities and that ORS conducted a detailed review of the

balance iii the account and the accounting data supporting the entries in the account.

ORS witiiess I lynt testified that PNG's gas purchasing policies indicate that PNG is

attempting to get the best terms available in its negotiations with suppliers and that PNG

is using the spot market prudently. Flynt further testified that PNG failed to provide

regular reports to the Commission and ORS relative to the results of PNG's gas costs and

deferred amounts as required in Order No. 88-294. Also, Flynt testified that although

PNG failed to meet the reporting requirements regarding PNG's hedging program as

required under Commission Order No. 2002-223, ORS determined that PNG managed its

hedging program in a reasonable and prudent manner during the Review Period. In

addition, ORS recommended that PNG begin filing regular monthly reports on its gas

costs and deferred amounts as well as the hedging program and activities beginning with

the report tor the month of November 2007.
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()RS witness Sullivan testified that because PNG's commodity true-up is subject

to additional investigation by C)RS and Piedmont, the final end-of-period increase or

decrease to the under-collection could not be determined. Sullivan recommended that the

Commission approve additional investigation into PNG's Review Period commodity true-

up, gas storage inventory, the interest on Deferred Account No. 253.04, and Hedging

Program Recount No. 191.01 as outlined in Sullivan's testimony and set forth in the

Settlement Agreement.

'1'he Settlement Agreement submitted by the parties reflects the parties' agreement

that PNG's gas purchasing policies during the Review Period were reasonable and

prudent; PNG properly adhered to the gas cost recovery provisions of its gas tariff during

the Review Period; and PNG managed its hedging program in a reasonable and prudent

manner during the Review Period. 'I'he Settlement Agreement further states that PNG

experienced significant issues with some aspects of the accounting and reporting of its

gas costs during the Review Period. Those issues resulted in a difficult and extended

audit during this proceeding that led to numerous ORS adjustments, including but not

limited to PNG's commodity true-up, inventory accountability, and deferred account-

hedging program. Additionally, several issues relating to PNG's commodity true-up

calculation and inventory levels remained unresolved, and as a result ORS was unable to

verify the end-of-period balance in Deferred Account No. 253,04.

Ac cordingly, PNG and ORS agreed to engage in further investigative procedures

to analyze the open issues relating to gas inventory levels and the commodity true-up and

to report back to the Commission on the results of that investigation. PNG also agreed to
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report back to the Commission on the results of PNG's restructuring of its accounting

practices and procedures on or before February 15, 2008. At the hearing, and in response

to the request of PNG and ORS contained in the Settlement Agreement, the Commission

determined to hold open the docket pending completion of additional investigation and

analysis by the Parties of open items relating to gas inventory levels and the flow-through

effect on the commodity true-up for the period of review. The Commission approved the

timeframc stipulated by the parties for completion of this process, but reserved the right

to convene such further proceedings in this docket as it deemed necessary and

appropriai e.

ln compliance with the provisions of the Settlement Agreement and the

CommissIon's directive in this regard, PNG submitted additional information to the ORS

beginning on January 7, 2008. On February 14, 2008, the ORS filed its Final Report

indicating its satisfaction with the additional information provided by PNG, concluding

that the end of Review Period balance in Deferred Account No. 253.04 of $1,660,409

accuratel& reflected the under collection on March 31, 2007„and the inventory balances

provided by PNG, including adjustment to tank levels, accurately reflected PNG's total

inventories at the end of the Review Period. On the same date, PNG filed a letter with

the Comniission indicating its agreement with the conclusions and balances reflected in

the ORS ieport in all respects. PNG also reported back to 'the Commission on its efforts

to improve its gas cost accounting systems at that time.
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I'I IS THEREFORE ORDERED:

The pre-filed direct testimony of PNG witness David R. Carpenter and the

prefiled direct testimonies and exhibits of PNG witnesses Keith P. Maust and Robert L.

Thornton along with the rebuttal testimony of David R. Carpenter are accepted into the

record wii hout objection.

2. The pre-filed direct testimony of ORS witness Carey M. Flynt and the pre-

flled direct testimony and exhibits of ORS witness Daniel F. Sullivan together with the

settlemeni testimony of Carey M. Flynt are accepted into the record without objection.

3. The Settlement Agreement and ORS's Final Report attached hereto are

accepted into the record and incorporated into and made part of this Order by reference

and, based upon the testimony and exhibits presented at the hearing of this matter, are

found to be in the public interest and to constitute a reasonable resolution of this

proceeding.

4. PNG's gas purchasing policies, practices and PGA during the Review

Period were reasonable and prudent.

PNG adhered to the gas cost recovery provisions during the Review

Period in .:i reasonable and prudent manner.

6. PNG managed its hedging program and hedging program account in a

reasonable and prudent manner during the Review Period.

7. PNG's Deferred Cost Gas Account No. 253.04 accurately reflects an

under-col!ection of $1,660,409 as of the end of the Review Period as reflected in the

ORS's February 14, 2008 Final Report.
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8. PNG will provide regular monthly reports to the Commission on its

Account No. 253.04 activity, status, and results of its hedging program.

'lhe inventory balances provided by PNG, and confirmed by ORS, as

reflected in the ORS February 14, 2008 Final Report, accurately reflect PNG's total

inventories during the Review Period.

10 This Order shall remain in full force and effect until further Order of the

Commission.

HY ORDER OF THE COMMISSION:

G, O'Neal Hamilton, hairman

ATTI.:SI:

(~p .
C. Robert Moseley, Vice Chairm

(SI.'AL )
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BY ORDEROFTHE COMMISSION:

ATTEST:
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(St!AI)

G.O'N-'eealHamilton,Claalrman
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Robert L. lhornton, and any pre-filed rebuttal testimony of Piedmont's witnesses, without

objection, cliange, amendment, or cross-examination by the Parlies. Piedmont will present its

witnesses ai the hearing.
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The Parties agree to stipulate into the record before the Commission the pre-filed

direct testimony, exhibits and any pre-filed surrebuttal of ORS witnesses Carey M. Flynt and

Daniel F. Sullivan, without objection, change, amendment, or cross-examination by the Parties.

ORS will present its witnesses at the hearing.

3. The Parties agree that: (i) Piedmont uses a "best cost" purchasing policy which

consists of five interrelated and weighted components: price, security, flexibility, deliverability,

and supplier relations, and that ORS has found that Piedmont':s gas purchasing policies and

practices during the Review Period were reasonable and prudent; (ii) Piedmont properly adhered

to the gas cost recovery provisions of its gas tariff during the Review Period; and (iii) Piedmont

managed its hedging program during the Review Period in a reasonable and prudent manner,

4. The Parties further agree, however, that: (i) Piedmont experienced significant

issues with some aspects of the accounting and reporting of its gas costs during the Review

Period; (ii) these issues resulted in a difficult and extended audit in this proceeding and

numerous ORS adjustments including, but not limited to, the Company's commodity true-up,

inventory accountability and deferred account-hedging program; (iii) several issues relating to

the accounting entries applicable to the Company's commodity true-up calculation and inventory

levels remain unresolved and, as a result, ORS is unable to verify the end-of-period balance in

deferred account 0253.04; and (iv) that Piedmont shall comply with the procedures detailed in

paragraph 5 below in order to facilitate a final accounting for all gas costs during the Review

Period by»ot later than January 7, 2008.

5 In order to address the unresolved accounting issues relating to Piedmont's

commodity true-up and inventory levels and to permit a final accounting of Piedmont's deferred

account 253.04, Piedmont agrees to provide revised and updated data to ORS for its review no
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paragraph 5 below in order to facilitate a final accounting for all gas costs during the Review

Period by not later than January 7, 2008.

5 In order to address the unresolved accounting issues relating to Piedmont's

commodity true-up and inventory levels and to permit a final accounting of Piedmont's deferred

account 25304, Piedmont agrees to provide revised and updated data to ORS for its review no
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later than January 7, 2008. The Parties agree that a report regarding the aforesaid verification

and recomniended adjustment(s) to the deferred account will be made and reported to the

Comm issioii by the Parties no later than February 15, 2008.

6 Piedmont further agrees to exercise its best efforts to continue to correct

deficiencies iii its accounting and reporting practices to conform its accounting practices to the

requiremci1ts iif the Commission, as stated in previous Orders of' the Commission. Piedmont

further agrees to begin filing monthly hedging reports beginning with the report for the month of

November 007 for a period of one year or until otherwise adjusted to a quarterly basis by

mutual agr«einent of the Parties or by Order of the Commission in the next annual review.

Piedmont additionally agrees to report back to the Commission on the results of their actions in

restructuring their accounting practices and procedures on or before February 15, 2008.

7. The Parties agree to cooperate in good faith with one another in recommending to

thc Commission that this Settlement Agreement be accepted and approved by the Commission as

a fair, reasoii ible and full resolution of the above-captioned proceeding. The Parties agree to use

reasonabl«oft'orts to defend and support any Commission order issued approving this Settlement

Agreement, uid the terms and conditions contained herein.

The Parties agree that by signing this Settlement Agreement, it will not constrain,

inhibit or ii«pair their arguments or positions in future proceedings. If the Commission should

decline to;ipprove the agreement in its entirety, then any Party desiring to do so may withdraw

from th» agi cement without penalty.

'). This agreement shall be interpreted according to South Carolina law.

l 0, L'ach Party acknowledges its consent and agreement to this Settlement Agreement

by authorizing its counsel to affix his or her signature to this document where indicated below.
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Counsel s signature represents his or her representation that his or her client has authorized the

execution ot the agreement. Facsimile signatures and e-mail signatures shall be as effective as

original sigiiatures to bind any party. This document may be signed in counterparts, with the

various signature pages combined with the body of the document constituting an original and

provable copy of this Settlement Agreement.

[SIGNATURE PAGES I'OLLOW]

OrderEx hibit

DocketN o. 2007-4-G

OrderNo . 2008-350

May13, 2008

p~gp g Df 14

Counsel's signature represents his or her representation that his or her client has authorized the

execution ol lhe agreement. Facsimile signatures and e-mail signatures shall be as effective as

original signatures to bind any party. This document may be signed in counterparts, with the

various signal ure pages combined with the body of the document constituting an original and

provable copy of this Settlement Agreement.

[SIGNATUt:LE PAGES FOLLOW]

Order Exhibit
Docket No. 2007-4-G

Order No. 2008-350

May 13, 2008

Page 4 of 14



WE At;JREl-:

Representing and binding the Office of Regulatory Staff

J Me s n, Esquire
e f Rc latory Staff
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WE A(.iRE 1:

Representing and binding Piedmont Natural Gas Company, Ine.

James H. ef'fries, IV, Es e
Moore k V;tn Allen, PLLC
100 North 1 r& on Street, Ste. 4700
Charlotte, NC 28202
Phone: 704-331-1079
Fax: 704-339-5879
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Office of kegulatory Staff Docket No. 2007-4-G Piedmont Natural Gas Company, Inc.
I

THE SOUTH CAROLINA OFFICE OF REGULATORY STAFF

FINAL REPORT

AS OF FEBRUARY 14, 2008

IN RE: PIEDMONT NATURAL GAS COMPANY, INC.

PURCHASE GAS AD JUSTMENT ("PGA")

DOCKET NO. 2007-4-G

7 In accordance with the Settlement Agreement filed by and among the Office of

8 Regulatory Staff of South Carolina ("ORS") and Piedmont Natural Gas Company, Inc.

9 ("Piedmont" or "Company" ), on November 9, 2007 in Docket No. 2007-4-G

10 ("Agreement" ), and in order to address unresolved accounting issues related to

11 Piedmont's commodity true-up and inventory levels and to permit a final accounting of

12 Piedmont's deferred account (Acct. No. 253.04), Piedmont filed, beginning on January 7,

13 2008, revised and updated data to ORS for its examination.

14 Further, in accordance with the Agreement, ORS examined the revised and updated data

15 provided by Piedmont. The data was subjected to tests of adequacy of supporting

16 documentation, mathematical accuracy, verification, when appropriate, with unrelated

17 third parties, conformance with prior orders and rules and regulations issued by the

18 Public Service Commission of South Carolina ("PSC")and generally accepted regulatory

19 accounting principles.

20 In order to summarize the results of the procedures performed, ORS has prepared three

21 exhibits. Exhibit ORS-1, "Account ¹ 253.04 Analysis Summary", Exhibit ORS-2,

22 "Storage Inventory Activity" and Exhibit ORS-3, "Risk Management-Hedging Program".

23 Exhibit ORS-I addresses changes in the Account ¹ 253.04 Analysis Summary as

Order Exhibit
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l

1 THE SOUTH CAROLINA OFFICE OF REGULATORY STAFF

2 FINAL REPORT

3 AS OF FEBRUARY 14, 2008

4 IN RE: PIEDMONT NATURAL GAS COMPANY, INC.

5 PURCHASE GAS ADJUSTMENT ("PGA")

6 DOCKET NO. 2007-4-G

7 In accordance with the Settlement Agreement filed by and among the Office of

8 Regulatory Staff of South Carolina ("ORS") and Piedmont Natural Gas Company, Inc.

9 ("Piedmont" or "Company"), on November 9, 2007 in Docket No. 2007-4-G

10 ("Agreement"), and in order to address unresolved accounting issues related to

11 Piedmont's commodity true-up and inventory levels and to permit a final accounting of

12 Piedmont's deferred account (Acct. No. 253.04), Piedmont filed, beginning on January 7,
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15 provided by Piedmont. The data was subjected to tests of adequacy of supporting

16 documentation, mathematical accuracy, verification, when appropriate, with unrelated

17 third parties, conformance with prior orders and rules and regulations issued by the

18 Public Service Commission of South Carolina ("PSC") and generally accepted regulatory

19 accounting principles.

20 In order to summarize the results of the procedures performed, ORS has prepared three

21 exhibits. Exhibit ORS-I, "Account # 253.04 Analysis Summary", Exhibit ORS-2,

22 "Storage Inventory Activity" and Exhibit ORS-3, "Risk Management-Hedging Program".
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Office of Regulatory Staff Docket No. 2007-4-G Piedmont Natural Gas Company, Inc.
2

1 originally filed, and presents a final Account ¹ 253.04 Analysis Summary. Exhibit ORS-2

2 presents information on the Company's underground and LNG inventories, not

3 previously provided to the Commission in this docket. Exhibit ORS-3, is provided for

4 informational purposes only as the data included in Exhibit ORS-3 "Risk Management—

5 Hedging Program" remains as previously filed in witness Sullivan's October 25, 2007

6 testimony in this docket.

7 These exhibits, the procedures performed in conjunction with ORS' examination and

8 adjustments recommended by ORS are more fully detailed as follows:

9 EXHIBIT ORS-1: The Account ¹ 253.04 Analysis Summary, as originally filed,

10 reflected an ending balance under-collection of ($3,101,815). On Exhibit ORS-1,

11 attached, ORS has recalculated that balance, as a result of various adjustments, as an

12 under-collection of ($1,660,409). Those changes are detailed as follows:

13 (1) A $1,427,724 decrease in the under-collection for commodity true-up due to

14 adjustments to the dekatherms and dollars used in determining the cost of gas.

15 (2) A $6,213 decrease in the under-collection for demand true-up due to adjustments

16 in LNG inventory liquefaction calculations.

17 (3) A $29,438 increase in the under-collection for unaccounted for due to

18 adjustments to the dekatherms used in calculating the cost of gas.

19 (4) A $36,907 decrease in the under-collection for interest expense due to

20 adjustments to commodity true-up and unaccounted for,

21 EXHIBIT ORS-2: During the PGA examination, the Company provided ORS detailed

22 inventory calculations of its underground and liquefied natural gas (LNG) supplies at
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Office of keguiatory Staff Docket No. 2007-4-G Piedmont Natural Gas Company, Inc.
3

1 each of its storage facilities. ORS accumulated the various inventory levels in total and

2 included them in Exhibit ORS-2, for Commission consideration.

3 The Company has contracted with six underground storage facilities. Five of these

4 facilities are on the Transco System, including General Storage Service (GSS) and

5 General Storage Service — Dominion (GSS-Dominion) located in Pennsylvania,

6 Washington Storage Service (WSS) located in Louisiana, Eminence Storage Service

7 (ESS) located in Mississippi, and Hattiesburg Storage located in Hattiesburg, Mississippi.

8 The sixth underground facility is owned by Columbia Gas Transmission Company and

9 operated by Columbia Gas Storage, as Firm Storage Service (FSS), with storage facilities

10 in Pennsylvania, Virginia, and West Virginia.

11 Audit Exhibit ORS-2, "Total Underground" details the inventory activities of these

12 underground facilities, in total. The inventory located in the six underground facilities at

13 the beginning of the review period totaled 8,462,437 dekatherms at a total cost of

14 $66,809.961 or a weighted average cost of $7.8949 per dekatherm. The net inventory

15 decrease during the period, including injections, withdrawals and other related activities,

16 resulted in an ending inventory balance for these six facilities of 8,183,512 dekatherms at

17 a total cost of $62,674, 195, or a weighted average cost of $7.6586 per dekatherm. During

18 its examination, ORS obtained verification from the storage facility operators of the

19 volumes stored in each of these facilities at the close of the review period. Audit Exhibit

20 ORS-2, "Total LNG" is a summary of the inventories of the various LNG locations,

21 including Pine Needle. Pine Needle is an LNG facility located in Guilford County, North

22 Carolina and is jointly owned by Piedmont, Transco and several other utilities/investors.

23 Piedmont's ownership in this facility is 35%. Inventory is also stored at the Company's
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Ot'fice of Regulatory Staff Docket No. 2007-4-G Piedmont Natural Gas Company, Inc.
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1 LNG faci lities located near Charlotte, North Carolina and at LNG-NCNG located at Four

2 Oaks, North Carolina, Piedmont's records showed LNG inventory located in these

3 facilities at the beginning of the review period totaled 4,016,149 dekatherms at a total

4 cost of $30,963,816 or a weighted average cost of $7.7098 per dekatherm. As of the date

5 ol the hearing in this docket however, due to adjustments made during the previous

6 review period, ORS had not been unable to express an opinion as to the accuracy of these

7 balances. During its most recent examination, though, ORS obtained from the individual

8 facility operators, the actual tank measurements as of the end of the review period and

9 adjusted the balances shown on the company perpetual inventory records to the actual

10 measurements as reported by the storage facilities. Those adjustments are shown as

11 "Adjustments to Tank Level" in Exhibit ORS-2, These adjustments included an increase

12 in the LNG of 25,022 dekatherms at a cost of $188,862. The net inventory decrease

13 during the period, including these adjustments, injections, withdrawals and other related

14 activities resulted in a total ending inventory balance for the LNG facilities of 2,781,532

15 dekatherms at a total cost of $20,900,628, or a weighted average cost of $7.5141 per

16 dekatherm.

17 EXHIBIT ORS —3: This exhibit contains the same information as Exhibit DFS-2 which

18 was filed as a part of ORS witness Sullivan's pre-filed testiinony in this docket, and is

19 supplied to the Commission for information purposes only.

20 CONCI. USION: lt is ORS' opinion that the balance, as adjusted, in Account ¹ 253.04,

21 of ($1,660,409), accurately reflects the under-collection at March 31, 2007. Additionally,

22 it is the opinion of the ORS that the inventory balances as reflected in Exhibit ORS-2,
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5

1 including adjustment to tank levels, accurately reflect the Company's total inventories at

2 the end of the review period.
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